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URUGUAY: KEY ECONOMIC INDICATORS 
(Money Values in Millions of Dollars Except Where Noted) 


% Change 
1979 1980 1981 80-81 


Gross Domestic Product (GDP) 6,684 9,421 10,453 
Real GDP (1978 Prices) 5,437 5,829 DetoL 
Resident Population (millions) 2. 2.90 2 
GDP Per Capita (dollars) 3,249 3,584 


GDP BY SECTORS (% OF TOTAL GDP) 
Construction 
Manufacturing 
Agriculture 
Transport, Commerce & Services 
Other 


Private Consumption 
Investment 
As % of GDP 


BALANCE OF PAYMENTS 
Exports (F.0.B.) 
Exports to U.S. (F.O.B.) 
Imports (F.0.B.) 
Imports from U.S. (C.I.F.) 
Service Receipts 
Service Payments 
Transfers (net) 
Current Account 
Capital Account 


Money & Quasi-Money (% of GDP) 
Disbursed External Debt (year end) 
Foreign Exchange Reserves (year end) 
Debt Service 

Debt Service (% of Exports) 

Terms of Trade (1971=100) 


GOVERNMENT ACCOUNTS 
Capital Expenditures 
Current Expenditures 
Current Revenue 


MAIN EXPORTS 
Beef 
Leather & Leath. Wearing App. 
Wool & W. Fabric & Wearing 
Fish 
Rice 


Note: Original data in New Uruguayan 
Pesos (N$) has been converted at 
N$1 = US$ 0.127 0.110 0.093 
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ECONOMIC TRENDS REPORT -— URUGUAY 
Overview 


Economic activity in Uruguay fell by about 1 percent in 1981 and 
Will probably decline a further 3 to 5 percent in 1982. 
Construction, trade, and manufacturing are the sectors registering 
the sharpest declines. A sustained recovery is unlikely to get 
underway before the world economy begins to show more vigor and 
Uruguay's terms of trade improve. 


Uruguay's economic recession was mostly induced by external 
factors. Demand for Uruguayan exports fell during the course of 
1981 and has continued to ebb. Incomes, particularly of the farming 
and ranching sectors, are being squeezed by lower prices even though 
the volume of beef and wool exports, Uruguay's most important, 
increased during 1981. With the notable exception of fish and rice 
products, Uruguay's nontraditional exports fell in volume and in 
value. The industrial sector of the economy was subjected to 
downward pressures from both the internal and the external sectors. 
In May 1982, the Uruguayan Government announced a program of import 
Surcharges and export subsidies to stimulate domestic production and 
to reduce a substantial balance-of-payments deficit. 


Uruguay has shown considerable success in reducing inflation in 
recent years. The biggest challenge for 1982 is to maintain a 
stable economy and proceed with structural adjustments during a 
period when output will decline and unemployment will rise. The 
Uruguayan Government has to show that it has a credible economic 
program in order to reassure domestic and foreign investors. At the 
time this report was written, efforts were underway to reduce a very 
large fiscal deficit. Also, negotiations were underway with the 
International Monetary Fund for an extended credit which would help 
fill the external financing gap over the medium term. 


Unfavorable economic growth prospects for the period immediately 
ahead and recently announced protectionist policies suggest that 
imports will continue to fall. We expect, however, that investment 
and stockbuilding will pick up once interest rates fall into line 
with rates of return. In the meantime, U.S. exporters should focus 
on projects being financed from abroad where good _ export 
opportunities still exist. 


CURRENT ECONOMIC SITUATION AND TRENDS 


fconomic Policy. In 1982, economic policy is focussed principally 
on reducing the government deficit and softening the impact of a 
severe recession on the local economy in so far as is consistent 
with a free-market economic policy. 
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Since 1974, the principal themes of Uruguayan Government economic 
policy have been "exports, investment, stability, and growth." This 
policy was designed to transform an inward-looking, highly protected 
economy into an outward-oriented economy relying on comparative 
advantage to determine the structure of production and exchange. 
Average tariff rates have fallen from 139 percent in 1976 to 36 
percent in 1982, and rates are to reach a uniform rate of 35 percent 
in 1985. Foreign exchange and capital controls have been lifted and 
the operations of the financial system have been extensively 
liberalized. The government budget has been in either surplus or 
only slight deficit for the past 3 years and some progress has been 
achieved in paring the direct involvement of the public sector in 
the economy. Price controls on all but a few essential items have 
been revoked and subsidies to consumption have been reduced. 


Liberal economic policies have helped make possible a higher growth 
rate and greater price stability. Gross domestic product has 
expanded at an average annual rate of 4.2 percent since 1974 as 
compared with 1.6 percent from 1950 to 1974. The inflation rate 
Slowed to 29 percent in 1981 and should decelerate further in 1982. 


A world recession has had a very pronounced impact on the Uruguayan 
economy during the past year. It is estimated that output is 
currently running 4 to 5 percent below the level of a year ago, and 
unemployment is up by an estimated 5 percentage points over the same 
period of last year. The recession has meant a very sharp downturn 
in government revenues. As budgetary balance has been the 
cornerstone of the program for economic stability -- that is, a 
steady lowering of the inflation rate -- the Government has had to 
focuS on measures which would help to narrow the deficit. Since 
Salaries and social security account for 75 percent of government 
outlays, most of the expenditure cuts fall on investment. 
Government revenues are to be increased principally through a 4 
percentage point increase in the minimum value added tax, higher 
excise taxes, and increased charges for certain state services. 
However, given prospects that the recession will last for several 
more months, fiscal balance probably cannot be achieved any earlier 
than mid-1983, if then. 


Uruguayan Government Looks Abroad for Assistance. Considerable 
external financial assistance is needed to get the Uruguayan economy 


and the economic program through the present crisis largely intact. 
The Uruguayan Government is negotiating with the International 
Monetary Fund for a 3-year credit of an amount reported to involve 
as much as $450 million. Following favorable action by the Fund, 
the Uruguayan Government will reportedly seek a comparably large 
loan from a consortium of private banks. Assistance on this 
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scale would not only cover the budgetary deficit but would also en- 
able continuation of many public sector projects, especially in the 
housing area, and help maintain economic activity and employment at 
a higher level during a period of great financial austerity. 


Balance of Payments. During 1981, the trade balance showed a marked 
improvement. Imports declined by $181 million while exports rose by 
$157 million. The commercial deficit declined from $669 million in 
1980 to $384 million in 1981. Since Uruguay's terms of trade 
worsened by about 10 percent in 1981, the corresponding changes in 
volume were substantially larger. Uruguay's most important export, 
beef, expanded to 168,000 tons in 1981 from 111,000 tons in 1980, 
and beef receipts rose to $220.6 million from $159.2 million in 
1980. Nontraditional exports, mainly manufactured goods and fish 
products, climbed from $642.7 inillion in 1980 to $702.3 million in 
1980. 


Although imports are expected to decline sharply in value, the 
improvement in this year's trade balance will be modest. Demand for 
Uruguay's products, especially for nontraditional exports, has 
fallen off. Also, it is unlikely that Uruguay will be able to match 
the 1981 record level for beef exports. 


The improvement in the 1981 trade balance was partly offset by a $64 
million deterioration in the service account. In 1982, high 
interest rates on Uruguay's foreign debt and the drastic fall in 
Argentine tourism (reportedly off by 70 percent) will contribute to 
further deterioration in this account. Argentine economic 
difficulties argue for another poor tourist season in 1983. 


Agriculture. Although accounting for only 12 percent of national 
output, farming and fishing are the backbone of the Uruguayan 
economy. Unfavorable prices discouraged the development of most 
agricultural activities in 1981 and overall output of this sector 
declined by 1.2 percent, according to preliminary figures. Fishing 
on a commercial scale, a fairly recent innovation, continued to 
expand. 


The outlook for 1982 is not favorable. The ranching sector is 
burdened by a very heavy debt at a time when the relative prices of 
beef and wool, in particular, are very low. Investments have fallen 
and further retrenchment seems to be in store for the year ahead. 
Fishing activities, which fluctuate largely in response to foreign 
demand, are being damaged by decreasing demand in U.S. and European 
markets. 


Industry. Industrial production fell by 3.2 percent in 1981. Aside 
from the beverage and cigarette industries, which showed modest 
gains in output, virtually all sectors suffered from the general 
retreat in demand. 
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As of May 1982, the industrial recession continued unabated with few 
signs pointing to an early upturn. Business reorganizations have 
been at record levels during the past year. As in the agricultural 
sector, many manufacturers are burdened with a large volume of debt 
at a time when relative prices have been moving unfavorably for most 
of the sector. 


The Government has tried to be helpful in so far as is consistent 
with a liberal economic model. Although most import duties were 
lowered by 16 percent on January 1 in accordance with the tariff 
reduction program, duties on textiles were raised so as to afford 
some relief to that hard-pressed sector. On May 28, the Minister of 
Finance and Economy announced a program which includes a 10 percent 
Surcharge o1 all imports and a 10 percent subsidy to all exports. 
These protectionist measures, however, are to be phased out over the 
course of 1983. It is hoped that in the coming months world market 
conditions will improve sufficiently to alleviate competitive 
pressures on domestic producers. 


Among the very few positive indicators favoring an industrial upturn 
is the low level of inventories. A bottoming out of the stock 
cycle, even if there is no early revival of stockbuilding, would 
give a modest boost to domestic industrial activity. 


Construction. Construction activities have also fallen victim to 
extremely high real interest rates, the scarcity of investment 
funds, and declining demand. A puncturing of the investment boom in 
tourist facilities in Punta del Este, largely Argentine-financed, 
and to a lesser extent in Montevideo and other resorts has 
contributed to the downturn in this sector. 


The public sector accounts for a very high proportion of the 
activity in the construction sector. Government-f inanced 
construction activities will almost certainly be at a low level for 
at least a year. Elsewhere in the public sector, construction could 
pick up toward the end of 1982 or in early 1983 if foreign loans 
materialize. The Mortgage Bank, which has suffered a _ severe 
liquidity squeeze in recent months, reportedly is looking to acquire 
some $200 million from abroad to sustain home and apartment 
construction. 


Exchange Rate Policy. For the past 3 years, the Uruguayan 
Government has pursued a policy of daily exchange rate changes 


preannounced for a period of 6 to 8 months. Since the steep 
Argentine depreciations of early 1981, the Uruguayan peso has been 
the object of speculative pressures and peso asset holders have had 
to be granted a substantial premium over the returns on dollar 
assets. Uruguay's highest political and economic authorities insist 
that exchange rate policy will not be altered in response to these 
pressures. 
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Nonetheless, the authorities have decided on a more. rapid 
devaluation of the peso during the second half of the year. Over 
the past couple of years, the annual pace of devaluation has been 
about 15 percent; during July-September 1982, it will be accelerated 
to a 30-percent annual rate. Unfortunately, the initial impact of 
accelerated peso devaluation has been to exert upward pressure in 
peso interest rates. Some observers think, however, that declining 
demand will briny an early end to the upward drift of rates. 


Banking. In recent years, the Uruguayan Government has been trying 
to promote Montevideo as a banking center. Earlier this year 
banking legistlation was’ promulgated which allows for’ the 
establishment of up to two additional banks a= year. The 
internationalization of the banking system has also been favored by 
the financial squeeze brought on by the economic recession. A 
couple of the weaker banking houses have been sold to foreign banks, 
and, according to reports, others are negotiating with foreign 
banking institutions. Under study is a financial institutions' law, 
which may give an additional boost to Montevideo as a financial 
center. 


Inflation. The 29.4 percent increase in 1981 consumer prices was 
the lowest rate of inflation achieved since 1970. During the first 
4 months of 1982, seasonally unadjusted prices increased at an 
annual rate of 9.3 percent. Slack demand should keep the 1982 rate 
below the 1981 rate despite accelerated peso devaluation. 
Nevertheless, prices will almost certainly begin to accelerate again 
toward the end of the year. The authorities expect the positive 
effects of a higher inflation rate on output to outweigh the loss to 
economic stability. 


Wages and Unemployment. The steep decline in the rate of inflation 
has led to a substantial rise in real hourly wages. Unfortunately, 
the increase in hourly rates has been more than offset by a fall in 
the volume of employinent (including overtime). Unemployment rose 
from less than 6 percent in early 1981 to almost 8 percent in early 
1982, and current estimates put that figure close to 11 percent. 
Prospects are that unemployment will continue to rise in the second 
half of 1982. 


Strikes have been illegal in Uruguay since 1968. Labor legislation 
which would allow for strikes under specified conditions has been 
drafted. However, implementation has been deferred, apparently 
until the country's economy has passed through the current 
difficulties. 
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Economic Outlook. ‘The Uruguayan economy will be weak for at least 
the next 6 to 12 months. Gross domestic product is expected to 
decline by 3 to 5 percent in 1982 and a substantial revival will 
probably not ensue before late 1983 or early 1984. 


For the next several years, the economy will be challenged by the 
need for major structural changes. Much of Uruguayan industry is 
inefficient and unable to compete in international markets. 
Uruguay's major comparative advantages are in ranching, agriculture, 
fishing, and derivative industries but the country has not been able 
to realize competitive advantages nearly to the extent it should in 
these sectors. Much of the blame rests with a too burdensome 
government sector and the high costs imposed on relatively efficient 
sectors by protectionism on behalf of inefficient sectors. This is 
especially true of many of the public enterprises. An additional 
burden is a social security system both inefficient in its 
distribution of economic resources and prodigal in relation to the 
country's limited means. 


Additional economic problems could arise from an excessively rapid 
buildup of foreign debt. Although Uruguay's externally held public 
debt is not large in relation to government revenues and its debt 
profile is still reasonably well balanced, private and public 
external debt together have increased at a very rapid rate in recent 
years. Incurring larger external liabilities has helped to make 
possible a rapid expansion of consumption as well as of investment. 
Rising interest rates and declining world demand have been forcing 
painful adjustments in both categories of outlays. 


Although Uruguay's natural resources are mainly limited to 
hydroelectric power and its mineral wealth is scant, a favorable 
climate and a generous land to population ratio more than compensate 
for those deficiencies. In comparison with other developing 
countries, Uruguay is unusually well endowed with human resources. 
The Uruguayan literacy rate ranks with those of developed countries, 
and its educational system provides quality professional and 
vocational training. Given an open world-trading system and 
appropriate economic policies, long-term growth prospects are good. 


IMPLICATIONS FOR THE UNITED STATES 


During 1981, Uruguay's foreign purchases amounted to $1,599 million 
(c.i.f.). Approximately 32 percent was spent on crude oil and 
byproducts, 18 percent on machinery, 13 percent on vehicles, 10 
percent on chemical products, and 27 percent on miscellaneous 
goods. Principal individual suppliers were Brazil (20 percent), 
Nigeria (13 percent), and the United States (9.6 percent). The 10 
member countries of the regional Latin American Integration 
Association (LAIA) supplied 44.1 percent of the Uruguayan market. 





-Y- 


Main categories of products provided by the United States were 
capital goods (40 percent), raw materials (27 percent), fertilizer 
(10 percent) and a long list of finished products (23 percent). 


Despite private sector pressures, the Government has vowed that it 
will continue its 5-year, tariff-cutting program. Currently, the 
maximum ad valorem duty is 77 percent, down from 90 percent in 1981, 
a rate which, according to plans, will continue to decrease at a 
proportional rate, and low rates will be raised so as to achieve a 
uniforin 35 percent rate in January 1985. In June 1982, a surcharge 
of 10 percent was placed on the price plus duty of all imports. 
This surcharge is to be gradually reduced in 1983 and abolished by 
the end of the year. 


Although the Government has stepped up its antidumping program 
against competitive imports in order to give relief to local 
manufacturers, foreign products will probably continue to flow into 
the country freely albeit in substantially smaller amounts for the 
next several months. During the first 2 years of the trade 
liberalization program, importers flooded the market (population 3 
million) with consumer goods, from nails and color TV sets to mobile 
homes. Many of these sales were made on credit, from 1 to 24 months 
for household appliances and even longer for automobiles. 
This--coupled with excessive inventories, high interest rates for 
credit (50 to 60 percent), growing unemployment, and other negative 
elements--will create a barrier to imports destined for the private 
sector for sometime to come. 


Despite the trends just described, demand for U.S. consumer products 
has increased and should continue to remain at a level which offers 
Significant opportunities to U.S. suppliers. As an example, U.S. 
exports of apparel have increased from an insignificant $29,000 in 
1978 to a still small but respectable $1.4 million in 1981. Another 
interesting category is sporting goods and recreational equipment, 
Which increased from $45,500 in 1978 to $2.0 million in 1981. 
Exports of toys and games to Uruguay have shown a sharp increase, 
from $18,000 in 1978 to $1.8 million in 1981. An important sector 
for U.S. industry is that of textile fabrics. In 1981, imports from 
the United States were $7.0 million, compared with $1.0 million in 
1978. 


However, the public sector is the largest importer, particularly of 
Capital goods, fuels and _ services. Agencies providing power, 
communications, water, Sewage and garbage disposal, port facilities, 
air and rail transportation, hospitalization, and education services 
will continue to offer the best sales prospects for U.S. exporters. 
Public sector investment, Inter-American Development Bank funds, and 
World Bank loans are available for feasibility studies and for 
equipment. However, aS most buying is by public tender, it is up to 
U.S. suppliers to obtain the services of a resident representative 
for bid presentation and followup. 
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Interested U.S. exporters have access to trade promotion events 
organized by the U.S. Embassy in Montevideo and the Department of 
Commerce. The Embassy in Montevideo sponsors and organizes a large 
trade pavilion at the annual Prado agriculture and industry fair 
which is the major trade exposition in the country. Participation 
in this trade pavilion provides an unexcelled opportunity to reach 
major producers and consumers in the agricultural, industrial, and 
consumer fields. In addition to the Prado fair scheduled for August 
1983, other trade promotion events planned for 1983 include catalog 
Shows with the following themes: Sports and recreation equipment 
(April), textile machinery (September), telecommunications equipment 
(October), and maritime equipment (November). 


Although U.S. private direct investment in Uruguay is not large 
compared to U.S. investment in Brazil and in Argentina, the 
Uruguayan Government welcomes private foreign investment. There are 
currently no outstanding investment problems. At the time this 
report waS prepared, an agreement between the Overseas Private 
Investment Corporation (OPIC) and the Uruguayan Government was under 
negotiation. The agreement would ensure U.S. investors against 
political risks to include expropriation, currency inconvertibility, 
and war or other conflicts which affect public order. 








You might be, if you don’t have current, up-to-date in- 

ARE formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 

YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 


EXPORTING you need to succeed in overseas business. 
Overseas Business Reports (oBR’s)—40 
BLINDFOLDED? a year—bring you detailed information on overseas 


trade and investment conditions and opportunities. 
They'll bring you the latest marketing information on 
countries offering good potential as sales outlets for 


U.S. goods. You'll find information on: 


@ trade patterns @ transportation 

@ industry trends ® trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

@ population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 
twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 


Implications for the United States 
focus closely on current economic developments and 
trends in 130 countries. This series is essential for 
analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 


@ is prepared on the scene by USS. Foreign Service 
and Foreign Commercial Service experts 

@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 

@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 
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